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ROM the standpoint of the real estate operator, the behavior of foreclosures 
this month may be significant. For the first time in over a year they have not 

increased in number. Prior to July their monthly rate of increase has been tre- 
mendous and alarming. 


In the depression most similar to this, the one starting in 1873 and end- 
ing in 1879, foreclosures showed the same rapid increase to a peak and then a drop 
just as rapid as the increase (see Real Estate Analyst, page 14). The turning point 
in foreclosures marked the beginning of recovery. At present foreclosures are a 
fourth higher than the record for any preceding depression. It does not seem proba- 
ble that they can go a great deal higher. It may be that they are now at the turning 
point. We shall await the next few months' figures with interest. 


Our index of single family dwelling rentals increased for the second con- 
secutive month. Apartment rentals continued their decline. Until general business 
shows a more marked improvement there seems little chance of a permanent upturn in 
apartment rentals. 


THE MONTH'S CHANGES AT A GLANCE 


The indicators at the bottom of the page will show at a giance the month's 
changes in conditions. The position of the arrow head shows the movement during 
the month - up indicating improvement and down, decline. 
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PRICE VARIATIONS OF REAL ESTATE 


The only thing which is certain in life is change. Nothing long remains 
the same. Price has been no exception to the rule of change. All things, money in- 
cluded, are constantly changing, if not in nature at least in their relative value. 


All changes can be roughly divided into two groups, - those which happen 
as effects of definite known causes, and those which happen from unknown or untrace- 
able causes. The latter we are sometimes inclined to ascribe to pure chance. The 
further scientific investigation pushes back the frontier of ignorance, the larger 
the first group grows at the expense of the second. 


Only by studying scientifically changes and their causes can predictions 
be made regarding the future. Careful observation thru centuries has enabled astron- 
omers to predict the return of an eclipse to a split second. Astronomy is one of the 
oldest of the sciences, with observed facts carefully tabulated from the time of 
Babylonian clay tablets. It is not influenced by human behavior and its changes are, 
therefore, predictable with a precision which can never be approached in the fields 
of economics and of sociology. 


We believe, however, that many changing phases of 1eal ssvcate will yield 
to scientific study. They do not just happen. Periods of activity and inactivity 
alternate because of determinable causes. Rentals increase and fall from causes 
which can be studied and predicted. Prices advance and others drop due, not to blind 
chance, but to assignable reasons. 


The fluctuation in the price of real estate is an interesting study, but 
with many obstacles to be overcome before it can be completed. The greatest of these 
is the absence of any data scientifically compiled in the past. In the study which 
we have just completed, shown on pages 54, 55 and 56 in this issue, we have been 
forced to use for-sale advertisements, published in the newspapers, for our informa- 
tion. These we know represent asking prices. In the sale of any-article in which 
price is still subject to negotiation, there are generally three prices. As we ex- 
pect to discuss price in numerous succeeding issues, it might be well to define 
these three prices as distinguished from true value. 


The Asking Price is the expressed opinion of value of the seller. 
The Offering Price is the expressed opinion of value of the buyer. 


The Sales Price is the agreed opinion of value between the nego- 
tiators. 


The True Market value is the amount which could be agreed upon 
between able and willing negotiators who were thoroughly fam- 
iliar with all relevant facts and their implications. 


Few real estate sales are made under conditions which would establish true market 
value. Accordingly, price and true value are sometimes far apart. Price is what a 
man pays for an article; true value is what he would be justified in paying for it. 


Another obstacle to the study of price fluctuations of real estate is that 
each piece of real property is unique and different from every other piece in its 
advantages and disadvantages. It is extremely difficult to say that real estate has 
declined in value because a specific five-room brick bungalow sold for $6000 yester- 
dey and a different five-room brick bungalow sold for $7500 four years ago. We are, 
accordingly, starting to compile records of properties which have been sold more 
than once for cash under conditions which did not force a sale at a distress price. 
So far, by studying almost five thousand sales records, we have accumulated 114 ca- 
ses. As this list grows it will be of considerable advantage. 


We would appreciate any records we could get from our clients giving us 
the date of 3sach successive sale, the actual consideration each time, and the type 
of property. 


We expect to attack the price fluctuation problem from many other angles 
in future issues of the Real Estate Analyst, as we believe a knowledge of these 
fluctuations, their causes and a prediction of their probable movement is basic to 
the operation of a successful real estate business. 


"Coming events cash their shadows before." 
~ Campbell 
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FORECLOSURES IN DOLLARS 


The height of the vertical bars in the chart below shows the monthly total 
in dollars of mortgages foreclosed in Saint Louis and Saint Louis County from Janu- 
ary, 1926 to August, 1932. The black portion of each bar represents the total in the 
city and the gray portion the total in the county. Prior to 1926, foreclosures were 
at a minimum as can be seen on the chart on page 60 of this issue, but starting in 
1926 and 1927 a steady upward movement began. During the first seven months of 1932, 
the sum total of deeds of trust foreclosed in Saint Louis and Saint Louis County has 
averaged slightly more than $1,300,000 per month. 


The relationship between the city and county in the number of foreclosures 
and the dollar total is quite interesting. In 1931, the county accounted for 40.7 
percent of the number of foreclosures but for only 24.3 percent of the total value 
in dollars. During the first seven months of 1932, there has been no rreat differ- 
ence, the figures being 39.0 percent and 22.5 percent respectively. 


The amount in dollars per mortgage foreclosed has been in- 
creasing. During 1931 it averaged in the city $4004 and in the coun- 
ty, $1819. The first seven months of 1932 it has averaged $4520 in e 











































































































the city and $2050 in the county. During July the city figure was ——j?+———|'"™ 
‘4760 and the county figure $2210. 
As explained on pages 51 and 60 in this issue, we are watch-~ jf ]'& 
ing foreclosures very carefully at the present time as at the end of 
the great depression of the seventies, they behaved very much as they _ .1 = = 
have recently. As soon as they started decreasing in number, real es- 
tate activity started increasing. During July, for the first time in 
over a year, the number of foreclosures adjusted for seasonal fluctua- _| Be) 1... 
tion did not increase. Is this merely a pause in the upward movement 
or have we reached the top? 
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HE chart above shows one effort we have made to approximate the fluctuations 

of real estate prices over a period of years. We are under no mistaken idea 

that the index we have arrived at shows selling price. We make no claims 
for it other than that it is the best index we have been able to construct so 
far giving any idea of how asking prices have varied on four, five and six room 
single family dwellings over a long period of years. 


This index was prepared in the following manner. The average adver- 
tised selling prices were computed from the classified for sale advertisements . 
in the newspapers for four, five and six room single family dwellings. These av- | 
erages were next combined into a single index which is shown by the solid black 
line on the chart above. 


With this index of advertised prices are shown two other lines on the 
chart, one of average advertised rentals of four, five and six room single fam- 
ily dwellings and, the other, an index of wholesale commodity prices prepared by 
Warren and Pearson. 


It will be noticed that this rental index is slightly different from 
the one shown in the May issue of the Real Estate Analyst, the difference being 
accounted for by the elimination in this one of the smaller and larger dwellings. 


The self-evident limitations of a study of real estate prices based on 
newspaper advertisements are as follows: 


1. Advertised prices, especially during a depression, do not repre- 
sent the prices for which property is actually sold for cash, as trading on an 
inflated basis keeps the asking price much above the cash selling price. How 
great a factor this formed in past depressions is not known at present. 
2. Four, five and six room single family dwellings are not overbuilt 
at the present time and have, therefore, withstood price adjustments a great e 
deal better than flats and apartments. On the other hand these are the only 
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classes of dwellings for which a sufficient number of for sale advertisements 
appear over the entire period. 

3. Insufficient for sale advertisements giving price were found prior 
to 1875. This makes it impossible to chart advertised price figures prior to 
that vear. It is peculiarly unfortunate that this line cannot be carried back 
ten years further as it would then include the readjustments after the Civil War 
monetary and credit inflation. The few cases which did appear giving prices in 
these years would indicate that during the early seventies advertised prices on 
our chart would be above the line indicating advertised rentals. If such were 

the case it would present a picture similar to the period from 1925-1932. 

4. Advertised rentals do not represent actual rentals in a period of 
depression, due to the almost universal custom of giving a concession in the way 
of a free period with a lease. In a period of inflation it is believed that ad- 

vertised and actual rentals are very close together, 


With the foregoing limitations in mind, let us look at the chart again 
to see what it might suggest. 


1. Without exception each increase in advertised prices of real estate 
has been preceded by an increase in advertised rentals. The great depression af- 
ter the Civil War started in 1875 and in 1875 rentals started dropping, continu- 
ing their drop until 1878, when they again turned upward. Values dropped for one 
year longer than rentals, not starting their upward climb until 1879. The de- 
pression in the nineties resulted in a gradual drop of prices and rentals which 
continued until 1901 when rentals started up, followed arain, a year later, by 
prices. In 1918 rentals started up and a year later in 1919 prices started to 
rise, 


2. Rentals and advertised prices of real estate have increased consis- 

tently during this entire period faster than wholesale commodity prices. At the 

a ¥ left end of the chart it will be noticed that the commodity price index is con- 
, siderably above the price and rental lines. There has been a gradual change in 
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relative positions until, at the present time, the normal position of the 
wholesale commodity line is below the advertised price and rental lines. 
This change, we believe, is due to the fact that the commodity index is 
measuring the value of many commodities which are practically identical in 
quality and quantity over the entire period. A bushel of wheat and a ton 
of pig iron in 1875 and 1932 were much the same. This is certainly not 
true of the four, five or six room house. In the beginning of the period 
it consisted of a dwelling without plumbing or heating, unlit, except by 
oil lamps, standing on a macadam street with more often than not,an unmade 
alley. The changes which have come, even since the war, are phenomenal. 
The modern four, five and six room dwelling of today has a model heating 
system, a bathroom with tile walls, built-in tub and shower, venetian mir- 
ror, pedestal lavatory, etc. Even the kitchen has tile wainscoting, a one- 
piece sink, a ventilating fan and many built-in features. Now all of the 
floors in the house are hardwood. A garage is a necessity. The modern home 
in all probability, faces on a concrete street and the alley is paved as 
well as the street. It is natural that the price and rental of this type 
of house should have gained on commodities that are still the same in most 
essential characteristics as those of sixty years ago. It is also improba- 
ble that values and rentals will permanently return to their pre-war rela- 
tionshin to general commodity prices. 


5. In 1879 commodity prices and advertised real estate prices of 
four, five and six room dwellings hit bottom in the same year. This was 
not true in the depression in the nineties. Commodity prices hit bottom 
in 1897 and real estate did not hit bottom until five years later. Commo- 
dity prices are now back at a figure slightly below pre-war. They will not 
drop much lower. ‘e know that real estate has not yet hit bottom. Higher 
rentals must lead the way back, unless this recovery is far different from 
any we have experienced before. Real Estate Analysts, Inc., is making ev- 
ery possible effort to accumulate any information which will help us_ to 
forecast this recovery. 
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tate. One is known as speculating, the other as 

investing. The interests of the speculator and of 
the investor are diametrically opposed. The specula- 
tor is interested primarily in buying to resell at 
the maximum profit in the shortest possible time. The 
investor is interested primarily in the income produ- 
cing characteristics of the property or in its poten- 
tial use at some future time. The speculator oper- 
ates on a narrow margin; the investor has a substan- 
tial equity. The speculator is interested primarily 
in short price fluctuation; the investor is interes- 
ted primarily in value. The speculator is constantly 
asking himself, “What can I get for this property? 
The investor asks himself, “How much is this property 
worth?" The speculator makes his profit from radical 
price changes; the investor can operate best when 
general prices maintain a stabilized level. 


“| tate are two ways of making profits from real es- 


Of the two, the investor is the greater as- 
set to the community. He is interested in its perma- 
nent growth. His profits are made through efficient 
management of well selected properties and through 
increments in value over a long period of time made 
possible by increasing population and change of use. 
The profits of the speculator are not made out of the 
property but come out of an inflation in price which 
is later paid for, dollar for dollar, by the person 
holding the property at the time that the deflation 
comes, The investor builds up a good name for real 
estate which the speculator often destroys. 


Real estate interest, in the period through 
which we have just come, has too greatly centered on 
the speculator and too little on the investor.The up- 
ward movement of all prices during and after the war 
made buying for resale profitable. While speculation 
in real estate was general, speculation was not con- 
fined to real estate and, in fact, with the exception 
of the Florida fiasco, it did not go to the same ex- 
tremes that speculation in stocks and other commodi- 
ties did. 


While we believe that real estate prices 
will react to a figure considerably above the level 
of present distress cash sales, we also believe that 
this level will be considerably below the peak prices 
of the post war boom. This leaves the speculator with 
a much narrower field in which to operate in the per- 
iod just ahead. On the other hand, well selected real 
estate,bought at a justified price and owned outright 
or properly financed, is still and always will be one 
of the safest and most stable investments. 


During the next few years, more attention 
should be given the investor. 


The information and charts contained 
in this report are protected by copy- 
right and are restricted to the con- 
fidential use of subscribers only. 




















RULE OF THUMB METHODS OF APPRAISAL 


HE four family dwelling or double flat is a common type of dwelling in Saint 

Louis. Although the owner frequently occupies one of the four units, the double 

flat is not classified with the owner-occupied single or two-family type, but 
belongs to the investment class of property with its value dependent upon income. 


A common practice followed for many years by a large number of real estate 
operators fixes the value of such properties by a simple rule of thumb, known as the 
one hundred to one rule. This rule establishes the value by multiplying the monthly 
100% rental schedule by one hundred; thus a double flat with a gross rental of $200 
per month is supposed to have a value of $20,000. Such a rule, crude as it is, has 
determined sales prices of numerous double flats and, in many cases, has determined 
a supposed value upon which financing was based. 


How reliable is such a rule? Does it even roughly approximate the true 
value of a piece of property? 


The chart on pages 54, 55 and 56 shows advertised prices and rentals of 
single family dwellings. It will be noticed that for the most part, rentals and pri- 
ces rise and fall with some degree of relation. Over this entire period of sixty-two 
years advertised prices in Greater Saint Louis have averaged 140 times advertised 
rentals. 


A closer inspection of this long chart, however, will show long periods 
where advertised prices and rentals were not in any fixed relationship. In the per- 
iod from 1901-1908,values determined by a rule of thumb would have been far differ- 
ent from those determined by the same rule in the period from 1909-1919. -In neither 
period would values so determined represent actual value. 


If such a rule could be used, value would necessarily depend upon gross 


revenue instead of net income. Value would always be eight and one third times the 
annual 100% rental schedule. It is self evident that such assumptions are wrong 
fundamentally and based upon unsound reasoning. Normal net income can be the only 
basis for appraising value. Any improved investment property which, under normal. 


conditions, does not produce net income ceases to have any value other than the val- 
ue of the land inadequately improved, regardless of what the gross revenue may be. 


The chart on page 59 sives the variation of gross revenue, expenses and 
net income of a typical double flat from 1921 to 1932. The gross revenue shows the 
average variation of rents during this period (see Real Estate Analyst of May). The 
effective gross income also represents an average for the period with average vacan- 
cy and concession losses deducted. The expenses, composed of "Taxes, Water and In- 
surance Costs" and "Maintenance and Repair Expense” are also average for these items 
during this eight year period. Interest on and amortization of deeds of trust are 
not a property expense and are not included as such. Such items merely indicate that 
the property is pledged by the owner on a loan; however, the property appraised on 
the basis of net income would have the same value whether mortgaged by a deed of 
trust or clear. 


It will be noted that the net income during the period has been reduced 
67% from 53.2¢ per square foot of rentable area to 17.7¢, while gross revenue has 
been reduced 40% from 71.7¢ per square foot to 43.1¢. While taxes have been in- 
creased, "Maintenance and Repair Expense" has been correspondingly reduced so that 
the property expense has remained practically constant during the eight year period. 
Depreciation and obsolescence, while not a cash expenditure,is an actual accrual ex- 
pense of the property. While it is not shown on the chart, it should be deducted in 
finding the effective net income which is used in appraising the value of the pro- 
perty. 


On the chart, income and expense have been reduced to a square foot of 
rentable area basis. Such a unit measure facilitates comparisons of rents and ex- 
penses with. other properties. 


CONCLUSION: The normal expected net income during the remaining life of 
the present use, discounted to its present worth, is the only sound basis for deter- 
mining a warranted value that would be justified for investment properties from the 
standpoint of the investor or for the basis of a loan. The sales price is sometimes 
above and sometimes below the amount which an investor would be justified in paying 
for the property. There is no general rule that can be applied in the appraisal of 
double flats or other investment properties. Each property is individual in its 
make-up, age, location and net income and a separate appraisal is necessary to de- 
termine its value. 















































NUMBER OF FAMILY ACCOMMODATIONS PROVIDED EACH MONTH BY ALL NEW BUILDING PERMITS 





CHART OF INCOME AND EXPENSE PER SQUARE FOOT 


OF A TYPICAL DOUBLE FLAT 
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HE chart to the left shows an in- 

dex, corrected for seasonal fluct- 

uations of the number of new fam- 
ily accommodations provided for by all 
building permits issued monthly since 
1922. July set a new low for this per- 
iod. Residential building, however, is 
still above the low period of the war 
depression and the year immediately 
following. 

The number of family accommoda- 
tions being wrecked this month in con- 
nection with the Market Street widen- 
ing will remove a small part of the 
surplus of lower class quarters. Every 
unit wrecked eventually makes way for 
a new unit. 

















Sl 


j 
Pa 





APARTMENTS 








- RENTALS = 





NI 
a_i iN 








HIS MONTH $11.15 
LAST " lad 
YEAR AGO 13.30 








T 





T 
| 
| 
+ } 
| 
| 











~ | 








NX 





AVERAGE RENT IN DOLLARS PER ROOM PER MONTH 
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drop during July. Until such time 

as employment becomes more general 
there is little hope of stopping this 
decline. With vacancies increasing 
competition among owners for tenants 
cannot help but force these rentals to 
lower levels. These rentals are now 
16.1% below a year ago and making al- 
lowance for concessions, 39.7% under 
the peak of eight years ago. 

Our index of single family rent- 
als increased for the second consecu- 
tive month and has now climbed back to 
the level of a year ago. 


‘ PARTMENT rentals continued their 


number of foreclosures per month 

for each one hundred thousand fam- 
ilies in Saint Louis and Saint Louis 
County. The sideways movement on the 
chart this month is interesting, as it 
is the first time in over a year that 
the rate of foreclosure has not in- 
creased. This barometer is very impor- 
tant as real estate activity in past 
depressions has never shown any real 
increase until foreclosures had passed 
the peak and started to drop. 

During July the total foreclosures 
in dollars in the city was $1,198,924, 
an increase of $160,000 in comparison 
with June. The County figure dropped 
$51,000 to $324,154. 

During July 75% of the foreclo- 
sures were on first deeds of trust,23% 
on seconds, and 2% on thirds. 


T= chart to the left shows’ the 


number of marriages for each 10000 

males 21 years of age and older. 
This chart has been adjusted for sea- 
sonal fluctuation. 

The July figure of 15.6 marriages 
for each 10000 males 21 years of age 
and older is the lowest figure on re- 
cord. It is 53.0 percent below the 
normal. 

Marriages dissolved by death or 
divorce during July exceeded new mar- 
riages by 295. 


[= chart to the left indicates the 




















